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In early September, President Alavaro Arzu's administration sent its proposed budget for 1997 to
Congress for approval. In the bill, the executive listed 1.56 billion quetzals (about US$260 million) in
expected income from the sale of shares in four state companies, including the telephone monopoly
Empresa Guatemalteca de Telecomunicaciones (GUATEL) and the electric power distributor
Empresa Electrica (EEGSA). The move generated heated debate among opposition parties and labor
organizations, which accuse the government of illegally attempting to accelerate the privatization of
state firms.
In April of this year, the government announced that it would seek to "demonopolize" the country's
telecommunications and electricity industries by opening them up to competition from private
firms. Through demonopolization, the government hoped to avoid lengthy battles with opposition
parties and unions over privatization of the telephone company and electric utilities, which are
currently controlled by the state (see NotiSur, 05/16/96).
Since April, the government has sent two bills to Congress to pave the way for demonopolization:
the Ley General de Telecomunicaciones and the Ley General de Electricidad. Both bills would create
the legal framework necessary to authorize private firms to open businesses in those sectors to
compete with the state. Nevertheless, labor groups and some opposition parties have adamantly
opposed the concept of demonopolization as a thinly veiled move toward outright privatization of
the telephone and electric companies, as well as the first step toward the sale of other state firms.
Indeed, the bills reinforced opposition because some clauses, as well as some complementary
legislation also proposed by the executive, seem to point toward at least partial sale of state assets.
The Ley General de Electricidad, for example, would prohibit any individual company from owning
both generation and distribution operations, thus forcing firms to run either one sector or the other
to guard against monopolization in the electric industry. But the state electric company Instituto
Nacional de Electrificacion (INDE), which currently runs virtually all electric generation in the
country, also operates many rural distribution networks.
The state electric distributor EEGSA only supplies electricity to the capital and to some semirural
zones in the greater metropolitan area. Thus, under the proposed law, INDE would be forced to
sell off most of its rural distribution operations. EEGSA, as well, would be forced to sell off the few
generating plants that it operates near the capital to comply with the law, limiting that company
solely to the distribution of electricity. As for the Ley General de Telecomunicaciones, while the bill
did not contain such controversial clauses, the government has now sent another bill to Congress
that calls for converting the state firm GUATEL into a stockholder company. When government
officials announced the complementary bill in August, they stressed that the government only had
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plans to sell 5% of its shares to GUATEL workers, suggesting that the remaining 95% of stock would
remain in state hands.
Nevertheless, officials refused to rule out sales at a later date to private shareholders once the
law is passed. Against this backdrop, the executive's decision in September to include the sale
of shares in GUATEL, EEGSA, and some other firms as part of its proposed budget for 1997 has
generated intense debate and criticism, since the government has now openly moved beyond
demonopolization and into privatization. The budget bill calls for the sale of at least Q1.56 billion
worth of shares in four companies: Q1.2 billion (US$200 million) from GUATEL; Q300 million (US
$50 million) from EEGSA; Q50 million (US$8.3 million) from the state-run Banco de la Vivienda
(BANVI); and Q10 million (US$1.7 million) from the state airlines AVIATECA, part of which was
already sold to a private company in the late 1980s.
According to the Arzu administration, the proceeds from the sales will be used to pay off part of the
central bank's (BANGUAT) huge domestic debt, which earlier this year stood at nearly Q4 billion,
or about US$670 million (see NotiSur, 04/25/96). The proceeds will also shore up BANGUAT's
liquid reserves, which, in turn, would help lower interest rates and foment economic growth, since
BANGUAT would use the new income as backing to decrease the level of reserves that commercial
banks are legally required to maintain. "The resources we obtain will be used to reduce the domestic
public debt to free up funds to invest in infrastructure and needed social development," said
Minister of Finances Jose Alejandro Arevalo. "It will also be used to capitalize BANGUAT, which
will lead to a drop in interest rates."
In addition, the government stressed that only a minority of shares would be sold in each of the
companies listed in the budget, leaving control over those firms in state hands. In the case of
GUATEL, for example, the total to be sold only amounts to about 30% of the company's stock.
Nevertheless, opposition parties accused the government of illegally attempting to accelerate the
privatization of state firms without the necessary prior approval of Congress, since neither the Ley
General de Electricidad nor the Ley de Telecomunicaciones has been approved. In addition, to
authorize the sale of shares in state firms as proposed in the budget, Congress must vote on those
requests on a case-by-case basis.
"The executive is committing a grave error by including the sale of shares under the 'income section'
of the state budget without having prior authorization for those sales from Congress," said Antonio
Mobil, congressional party whip for the leftist Frente Democratico Nueva Guatemala (FDNG). "It
is unconstitutional because such decisions must be taken on an individual basis and not lumped
together in one general bill as the executive proposes. The executive must send a specific bill to
Congress for each one of the firms it wants to privatize, allowing the legislature to fully review the
proposal, discuss it, and vote on it."
Moreover, the opposition parties argue that, even if the privatizations could be legally voted on
as part of the budget, the government cannot estimate the sale of shares as part of its income
because the value of the shares is determined at the time of their sale on domestic and foreign stock
exchanges. "Congress cannot allow whimsical figures to be included as real income in the state
budget," said Flora de Ramos, representative from the Frente Republicano Guatemalteco (FRG),
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the second largest party in Congress. "Such sales cannot be budgeted until there is a legally proven
price for the shares."
The Arzu administration's effort to include the sales in the budget greatly raises the political
stakes of the legislative debate given that the budget is approved by a simple majority, while the
authorization to privatize state firms must be passed with a two-thirds vote in the legislature. The
governing Partido de Avanzada Nacional (PAN) holds 43 of the unicameral congress's 80 seats. The
budget bill will also likely spur labor protests and possibly strikes in the sectors affected. The INDE
and GUATEL unions have held periodic protest marches since the government announcement in
April that it planned to demonopolize strategic industries. Leaders from those unions say they are
now reviewing possible actions to pressure for rejection of the budget proposal.
Meanwhile, even without congressional approval, the government is already moving forward
in preparing the groundwork for demonopolization and/or privatization. In August, the Arzu
administration announced its decision to sell off an electric generating plant (La Laguna) and a
turbine generator currently owned and run by EEGSA. According to EEGSA officials, the electric
distributor will finish this year with a Q70 million (US$11.7 million) operating deficit, much of which
is caused by the inefficiency of La Laguna and the turbine generator slated for sale. The government
is now reviewing proposals by 12 foreign firms interested in managing the auction. Among the
interested companies are Salomon Brothers, CitiBank, Lehman Brothers, First Boston, Merrill Lynch,
Manhattan Bank, Goldman Sachs, and JP Morgan.
According to their target calendar, at the end of September EEGSA directors expect to hire one of
these 12 firms. Next, a council of distinguished individuals will be formed to observe the upcoming
sale and corroborate its transparency. By mid-October, EEGSA will begin receiving proposals from
firms interested in participating in the auction. The period to receive proposals will close on Dec. 22,
and by Jan. 5 the buyer is to be announced by the government.
For its part, GUATEL has not yet announced the sale of any of its assets. Nevertheless, in August
the company switched from its old six-digit telephone system to a seven- digit system, which is
expected to raise the country's telephone capacity from the current potential of 1 million lines to
10 million. That, in turn, will pave the way for private companies to set up operations once the
telecommunications industry is open to competition. "The current telephone system doesn't work,"
said GUATEL director Alfredo Guzman after the switch to the seven-digit system. "There are
one million potential customers who have already requested telephone lines and are awaiting
installation. GUATEL simply does not have the capacity to meet demand. That is why we are
promoting competition, because it will greatly benefit the Guatemalan population."
The country currently has 410,000 telephone lines installed, 80% of which are located in the
capital. Nationwide, there is an average of only 4 telephone lines for every 100 inhabitants, with
the average dropping to only 1.6 lines in rural areas. According to Guzman, four domestic and
four foreign companies have already expressed interest in operating service in Guatemala once
the demonopolization law is passed, among them Telefonos de Mexico, AT&T, and Sprint.
Guzman estimates that, in the first three years after the telecommunications industry is opened
to competition, the average number of lines will grow by nearly three-fold, to 10 for every 100
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inhabitants. [Sources: Agence France-Presse, 06/22/96, 08/15/96; Agencia Centroamericana de
Noticias-Spanish news service EFE, 08/06/96, 09/06/96; Inforpress Centroamericana (Guatemala),
06/27/96, 07/11/96, 09/12/96; Siglo Veintiuno (Guatemala), 06/05/96, 06/16/96, 07/04/96, 08/13/96,
08/28/96, 08/29/96, 09/03-06/96, 09/09-11/96; Prensa Libre (Guatemala), 06/03/96, 06/14/96, 07/02/96,
07/05/96, 07/09/96, 07/23/96, 07/31/96, 08/03/96, 08/07/96, 08/17/96, 08/21/96, 08/22/96, 09/03/96,
09/04/96, 09/05/96, 09/11/96, 09/13/96]
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